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EXECUTI VE SUMVARY

>

More than $54.3 billion of textiles and textile products
were inported fromnore than 180 countries, territories and
i nsul ar possessions into the United States in 1997.

The United States has sought to control the inports of these
products by establishing bilateral agreenents under the
Arrangenents Regarding International Trade in Textiles
(comonly referred to as Multifiber Arrangenents or MA).

Currently there are quota restrictions for 47 countries.
The total textile inports fromthese countries in 1997 was
$39.3 billion.

Custons concern is illegal transshipnent which occurs when
there is a false declaration on inported nerchandise as to
country of origin.

The goal for the United States Custons Service with regard
to illegal transshipnment of textiles and textile products is
to ensure that goods which have been illegally transshi pped
to circunvent quota and adm ssibility requirements do not
enter the United States.

A national strategy for FY 1998 has been devel oped which
outlines specific actions and initiatives to ensure this
goal is acconplished in an integrated, coordinated, and
proactive manner.

A nunber of actions have been instituted including:

Establishing a national, nmulti-discipline Textile
Transshi pment Team which is responsible for ensuring a
coordinated effort to identify and sol ve the

transshi pnment probl em

Establi shing a Textile C earinghouse, which serves as
the national Custons Center for all textile data
anal ysis, research and information.

Initiating a series of actions ainmed at reducing the
risk of illegal textile transshi pnment through Hong Kong
and Macau. Results have included publication of nanes
of Hong Kong factories convicted of transshi pnent and
detention of over $100 mllion worth of goods at the



ports of entry.

Working in partnership with donestic industry and the
international trade community to secure their
cooperation in and support for Custons efforts.

Establi shing an Internal Control Program for prevention
of transshipnent in which the Ofice of Regulatory Audit
assesses internal systens used by inporters to ensure
correct origin of inported nerchandi se.

Sendi ng Textile Production Verification Teans (TPVT s)
to 11 countries and one insular possession. Results

i ncluded identification of $52.6 mllion worth of
transshi pped goods and $12.6 million in counterfeit

Vi sas.

Publ i shing the names of foreign entities who have been

i ssued penalties under 19 U.S.C. 1592. There has been a
significant reduction in inport activity fromthose
entities.

Conducting transshi pnent training in 9 foreign
countries and for 13 U S. Custons ports of entry.



1. I NTRODUCTI ON

The United States inported nore than $54.3 billion of textiles and
textile products for consunption during cal endar year 1997.! Inports
have been docunented as originating fromnore than 180 countries,
territories, and insular possessions.

Arrangenents Regarding International Trade in Textiles, comonly
referred to as Miultifiber Arrangenents (MFA), regulate trade in
textiles and textile products anong many countries. Approxi mately
$48.4 billion of the textiles and textile products inported during

cal endar year 1997 were subject to MFA .2 The United States CGovernnent
has sought to control the inportation of this merchandi se by
establishing bilateral textile agreenents under MFA. Currently 47
countries have quota restraint |levels on sone portion of their trade
with the United States in textiles and textile products. The total

textile trade fromthese countries in 1997 was $39.3 billion.?
Bahr ai n Bangl adesh Brazi |
Bul gari a Chi na Col onmbi a
Costa Rica Czech Republic Dom ni can Republic
Egypt El Sal vador Fiji
Guat emal a Hai ti Hong Kong
Hondur as Hungary I ndi a
| ndonesi a Janmai ca Kenya
Kor ea Kuwai t Laos
Macau Macedoni a Mal aysi a
Mauri tius Mexi co Myanmar
Nepal Oman Paki st an
Phi |'i ppi nes Pol and Qat ar

Total value of any goods classifiable in Chapters 50 through 63, Harmonized Tariff
Schedule of the United States (HTSUS), and goods classifiable under one of the following
HTSUS headings or subheadings: 3005.90, 3921.12.15, 3921.13.15, 3921.90.2550, 4202.12.40-
80, 4202.22.40-80, 4202.32.40-95, 4202.92.15-30, 4202.92.60-90, 6405.20.60, 6406.10.77,
6406.10.90, 6406.99.15, 6501, 6502, 6503, 6504, 6505.90, 6601.10-99, 7019.10.15, 7019.10.28,
7019.20, 8708.21, 8804, 9113.90.40, 9404.90.10, 9404.90.80-95, 9502.91, 9612.10.9010.

*Thetotal value of all textile and textile products covered by category numbers for cotton,
wool, man-made fibers, and silk and vegetable fiber blends from al countries, plus silk and silk
apparel from China.

*Total value of all textiles and textile products including those outside of Chapters 50-63,
for the 47 countries listed.



Romani a Russi a Si ngapor e

Sl ovak Republic Sri Lanka Tai wan

Thai | and Tur key United Arab Emrates
Ukr ai ne Ur uguay (UAE)

The Commttee for the Inplenmentation of Textile Agreenents (ClTA) was
established in 1972 by Executive Order 11651 (7 U . S.C. 1854 Note) to
supervise the inplenentation of all textile trade agreenents. That
Executive Order also authorized the Chairman of CITA to take or
recommend actions, as nmay be necessary, to inplenent such agreenents.
The textile trade agreenents are negotiated by a teamled by the U S.
Trade Representative (USTR). The United States Custons Service
(Custons), in accordance with Executive Order 12475 (7 U. S.C. 1854
Not e) and the policy guidance provided by Cl TA, has been an active
participant in nonitoring and enforcing the Textile Inport Program
Custons has al so served as a technical advisor to ClTA and USTR

Over the years, Custons has approached enforcenent of these agreenents
using a variety of nethods. These include, but are not limted to:
using multi-disciplinary, in-country TEXTILE production verification
teans to verify and investigate specific allegations of quota/visa
evasi on; automating quota transactions; exam ning shipnments and their
correspondi ng docunents; analyzing data to target ill egal

transshi pnent; sanpling for |aboratory anal ysis; and conducting
donestic as well as foreign investigations.

Transshi pnment as commonly used in international trade is a nornma

busi ness arrangenent, which consists of goods passing through a second
country, port or territory. Transshipnent can be legal or illegal.
Custons concern is illegal transshipnent, which occurs when there is a
fal se declaration on inported nerchandise as to country of origin.

The term “transshipnent” in this report refers to illeqgal

transshi pnent as used in the Custons sense.

Quota restraints limt access to the world' s | argest consuner markets
for textiles and textile products, including the United States.
Transshi pnment has becone an econom cally viable solution in those
countries where factories can and do produce nore than they can
legally ship to these markets because of quantity restraints.
Transshipnment is a difficult problemto attack because Custons is
trying to prove an economc crinme in a foreign country where there are
efforts to keep factories open and generate incone through exports,
despite quota restraints.

Transshi pment is of particular concern to the donestic textile
i ndustry. The follow ng six paragraphs represent the industry view as
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expressed by the American Textile Manufacturers Institute (ATM) on
January 26, 1998:

> Efforts by Custons to detect and interdict transshi pped
textiles and textile products are essential to the economc
wel | -being of the American textile industry and its 604, 000
textile mll workers and 806, 000 apparel “workers as they
prepare for the conplete abolition of quantitative
restraints on inports on January 1, 2005. While the
industry is fully engaged in learning to operate in a gl obal
environment, the transition to quota-free trade will not be
easy. The potential for illegally transshi pped goods during
this transition is an added problemthat the industry and
its workers do not want to contend wth.

> It is obvious that transshipnment negatively inpacts a
vari ety of innocent parties.

> The access of legitimate inporters to foreign nmerchandise is
di m ni shed when charges against a quota are nade for
t ransshi pped goods.

> The access of legitinate exporters to the U S. narket is
reduced when quotas are cut across the board for
t ransshi pnents.

> Most seriously affected are American workers by virtue of
the fact that the transshi pped nmerchandi se coul d di m ni sh
the potential nmarket for donestically manufactured products.

> Based on apparel inport penetration of about 60 percent, a
reasonabl e estimate of actual U S. industry job displacenent
is 40,000 jobs per $1 billion of transshipnent.

Since 1990 the U. S. Custons Service has perfornmed production
verifications to identify instances of transshipnent in 75 different
countries, territories, and insul ar possessions. Charges to the quota
restraint |evels have been corrected to reflect the true country of
origin for textiles and textile products valued at nore than $736. 8
mllion.

“The figure for apparel workers was obtained from DNR and published in August 1997.
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Assertions and all egations continue to surface indicating that

transshi pnment and falsification of origin of textiles are occurring on
a global basis. [In 1997, Custons has focused its efforts on textile
and textile products transshi pnment involving the Peoples Republic of
Chi na, through Hong Kong, Macau, and other countries.

Wil e realizing many successes in addressing the transshi pnent

probl em Custons has recogni zed that many of its traditional nethods
and activities needed to be reassessed and realigned. Consequently,
Cust ons has devel oped and i npl enented new approaches to solving the
probl em including establishing stronger |links with donmestic industry
and ot her governnent agencies. Wth the Custons reorgani zation in

FY 1996, the textile industry was identified as a primary focus
industry and a multi-disciplinary approach to addressing conpliance
issues with that industry, with an enphasis on transshipnment, was

est abl i shed.

All Custons offices are involved. The Ofices of Strategic Trade,
Field Operations and Investigations are the three key offices
responsi bl e for Custons transshi pnent enforcenent efforts. The Ofice
of Strategic Trade has devoted all its available tools, such as

anal ysi s, conpliance neasurenent, interventions, problem solving
initiatives, and audit to this effort. The Ofice of Field Operations
has devoted approximately one third of its inport specialist workforce
to textile inports. The Ofice of Investigations has applied

i nnovative approaches in the application of crimnal investigation
techniques to textile transshipnent, including intransit and i nbond

vi ol ati ons.



I11. GOAL

In June 1997, the Conm ssioner and Deputy Conm ssioner of Custons
sponsored a Textile Transshi pnent Probl em Sol vi ng Sessi on.
Participants included key managers fromthe O fices of Chief Counsel,
Field Operations, Investigations (including Custons Attaches),

Regul ations and Rulings, International Affairs, and Strategic Trade.
In addition, presentations were nade by representatives fromthe
Ofice of the United States Trade Representative and the Departnent of
Commerce, O fice of Textiles and Apparel.

At that session, the overall goal for the Custons Service wth regard
to transshi pnent was clearly defined as ensuring that goods, which
have been illegally transshi pped to circunvent quota restrictions and
adm ssibility requirenents, do not enter the commerce of the United
States. This goal clearly inpacts the U S. ports of entry. Wen
there is a question as to the country of origin, Custons officers have
to obtain nore information regarding the origin of the goods and

excl ude nerchandi se for which the satisfactory |evel of proof is not
avai |l abl e.

There are also inplications for foreign governments and their
self-policing efforts. Wrking with foreign governnents to establish

a strong enforcenment posture with regard to illegal textile
transshipnment is a major focus for Custons. |If countries can stop
textiles and textile products frombeing illegally transshi pped

t hrough their borders, or ensure that goods have the correct country
of origin marking before exportation to the United States, then a
maj or i npact can be made. In addition, the use of the Electronic Visa
| nformati on System (ELVIS), the conparison of foreign country export
data to U S. inport data, unannounced factory visits, anal yses of
over-shipments help to support the goal by reducing instances where
counterfeit docunents could be used to transship textiles and textile
products illegally.



| V. THE STRATEGY

Custons has devel oped a national strategy to ensure that efforts to
prevent illegally transshi pped nerchandi se frombeing entered into the
comerce of the United States are carried out in an integrated,

coordi nated, uniformand effective manner. The strategy builds upon
successful techniques which have been used in the past to address
transshipment. It also includes new, proactive approaches and
measures which will enable Custons to identify potential transshipnent
threats and be nore aggressive and successful in addressing these
areas before they beconme maj or problens.

The maj or conponents of the strategy include:

> Establi shing a national Textile Transshi pnment Team
responsi ble for ensuring a coordinated effort to identify
and address the transshi pnent problem

> Establishing a Textile C earinghouse at the New York
Strategic Trade Center, which serves as the national Custons
Center for all textile data analysis, research and
i nformation.

> Initiating investigations of egregious textile violators to
deter illegal inportations of textiles and textile products.
> Qotaining informati on and docunentation fromvarious foreign

governnments on their internal convictions, penalties and

i nvestigations on textile transshipment. This information
is used by Custons in a variety of ways, including public
notification, informed conpliance efforts and enforcenent
actions.

> Working to establish partnerships with countries to devel op
sel f-policing prograns and to encourage themto neet their
comm tments under these prograns.

> Wrking with U S. Governnent representatives, including ClTA
and USTR, to share information, assist in targeting and
encour age continued and regularly schedul ed foll ow up
reports.

> Est abl i shing partnerships with both donestic industry and
the international trade conmunity to maxim ze conpliance
with inport requirements for textiles and textile products
and secure their full cooperation in and support for Custons
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efforts. This has included the devel opnent of a tool kit of
“best practices” for textile inporters.
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V. ACTI ONS AND RESULTS

The textile industry is enornous both in ternms of inportations and
donmestic consunption. The issue of textile origin has been the

[ inchpin of each bilateral agreenment between the United States and its
foreign counterparts. Inproving conpliance in an industry this |large
wi |l have significant inpact on raising the overall inport conpliance
| evel and support the underpinnings of the bilateral agreenents.

As descri bed bel ow, the Custons Service has instituted a series of
actions to address transshi pnent:

A.  TEXTI LE TRANSSH PMENT TEAM

The national Textile Transshi pnent Team was created to coordi nate
U.S. Custons efforts to enforce the bilateral textile agreenents and
identify and attack transshipnent. Menbers of this teamreflect key
disciplines with responsibility and accountability in achieving

Custons goals with regard to textile transshipnment. It is conposed of
representatives fromthe Ofices of Strategic Trade, Field Operations,
| nvestigations, and Chief Counsel. This teamreports directly to the

Comm ssioner and nmaintains ties to the Ofice of the U S. Trade
Representative, ClITA and representatives from donestic industry and
the inmporting comunity.

The following are sone of the actions and initiatives in which the
Team has been invol ved during 1997:

> Devel opi ng the Custons Textile Transshi pnent Strategy for
FY 1998, which outlines specific actions and initiatives to
address illegal textile transshipment.

> Rai sing the bond requirenents for textile inporters to 2

percent of the value of their textile inports, up to a5
percent ceiling for those inporters dealing with exporters
identified as high risk for textile transshipnent.

> Extending the automatic |iquidation of entry summaries from
90 days to 10-1/2 nonths to ensure Custons has sufficient
tinme to address adm ssibility issues.

> Working with representatives fromthe governnents of Hong
Kong and Macau to ensure optinmum cooperation with regard to
i nformation sharing and self-policing of potential illegal
textile transshipnent.
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> Establi shing a process to ensure that the nanes of factories
i n Hong Kong whi ch have been convicted by the Hong Kong
courts, and the names of factories in Macau whi ch have been
assessed penalties by the Macau governnent, are published by
U S. Custons as having been involved in illegal textile
transshi pment. In 1997, the names of 30 Hong Kong factories
and 14 Macau factories were published.

> Participating as technical advisors to the Chief Textile
Negotiator for the negotiation of the bilateral textile
agreenent with the Peoples Republic of China.

> Participating as technical advisors in consultations with
t he governnents of Macau, Canbodi a, the Phili ppines,
Paki st an, Canada, |ndonesia and the European Union.

> Maki ng presentations to various inporting associations
(e.g., United States Association of Inporters of Textiles
and Apparel, National Retail Federation) regardi ng updates
on Custons efforts involving transshi pnment.

B. TEXTILE CLEARI NGHOUSE

The Textile C earinghouse is located in the New York Strategic Trade
Center (STC). The O earinghouse is designed to integrate the
expertise, products and results of activities of all Custons

di sciplines regarding textiles and textile products.

The New York STCis in a unique position to serve as this national
center. It has responsibility for textiles as a primary focus
industry. It is collocated wwth two nmajor textile ports of entry, an
airport and a seaport; a mmjor Special Agent-in-Charge Ofice with
experience in textile investigations and a significant Area
Intelligence Unit; and the National Commodity Specialist Division,
which is a critical link for the Ofice of Regulations and Rulings for
textile issues.

Because the C earinghouse is the national Custons textile center, it
recei ves, analyzes and links information froma w de variety of

i nternal and external sources, including data fromthe Custons

Aut omat ed Commercial System (ACS), port information, Textile
Production Verification Team (TPVT) results, Conpliance Assessnent and
ot her Regul atory Audit reviews, current and energing industry trends,
and ot her governnment agency information. All of this information is
used to identify the scope and eval uate the significance of textile

i ssues and provide anal ytical support for national and port
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initiatives.

The C eari nghouse serves a wi de range of internal and external
custoners with an array of products and services. Internal custoners
range from port personnel, to Custons Attaches, to Headquarters
executives. External custoners include other governnent agencies,
trade and i ndustry representatives, and Congressional interests.

Anal ytical support involves the presentation of strategically focused
products which identify significant inport trends and changes which
may warrant national action or support policy decisions and
negoti ati ons between governnents. More detailed, tactical support is
provided to Headquarters and the field, and includes manufacturer
targets for TPVT' S, analysis in response to port requests in support
of transaction and account |evel processing, and country analysis for
Custons Attaches.

Anal yses and products of the C earinghouse during the past year
i ncl ude:

> Anal ysis of inport activity from Hong Kong and Macau to: (1)
link inmports fromconvicted and suspected transshi ppers by
category, inporter and port; (2) provide category and
manuf acturer | evel analysis/targets for in-country
verification visits; (3) identify significant increases,
decrease or other inport trends and, (4) support
negoti ations regarding the two countries’ efforts to address
transshi pnment probl em

> An analysis of textile inports fromcountries, identified as
high risk, to support the Textile Transshi pment Teamin
formul ating FY 98 national textile transshipnment plan and in
selecting FY 98 targets for TPVT s.

> Detail ed country anal yses, with category and manufacturer
targets, in support of TPVT visits to countries such as Hong
Kong, Macau, and Jammica. The results of these in-country
visits are anal yzed to nonitor and assess activity of
confirmed/ suspect ed transshi ppers.

> Monitoring and analyzing the activity of the foreign
entities published in the 592a List in the Federal Register
as having violated 19 U S. C. 1592.

> Country specific analytical support for Custons role as
techni cal advisor in bilateral negotiations with the Peoples
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Republic of China, and in consultations with Mucau,
Canbodi a, and the Phili ppines.

> A visit by two International Trade Specialists to Hong Kong
in Decenber 1996 to discuss textile data and trends in view
of the Hong Kong initiative. As a result, during 1997 the
Cl eari nghouse has been involved in a data exchange and
reconciliation programw th the Hong Kong Trade Depart nent.
The project goal is to foster trade data exchange and share
anal ytical approaches and techni ques. Key nenbers of the
Hong Kong teamvisited the New York STC in Decenber 1997 to
| earn about the C earinghouse and to refine potenti al
projects for this program

In addition to anal ytical support, the C earinghouse maintains
information, data and reports froma w de variety of external and

i nternal sources, including conpliance assessnent and ot her audit
reports, inporter and country profiles, trade and industry
publications, information fromacadem c institutions and ot her
government agencies. |In short, the C earinghouse has provided “one
stop shopping” for all Custons offices as it relates to textile

i ndustry issues.

The establishnment of the Textile C earinghouse resulted in the

devel opment of a single, uniform and consistent approach in the

acqui sition, manipulation and anal ysis of data. The Custons Autonated
Comrercial Systemwas identified as the primary data source. An
extensive textil e database was established by the C earinghouse and
includes all entry summary |ine data from 1995 to present. Using a
single, systematic anal ytical approach and standardi zing the type of
data to be anal yzed ensures consistency in data collection and

anal ysis and establishes accurate and consi stent baselines for

conpari son

The nost frequently used anal ytical approach is to start froma broad
perspective and work toward finer focused targets and issues.

Begi nning at the country level, textile inport trends wthin specific
countries are analyzed to identify significant increases, surges or
shifts in inports. This |leads to a nore detailed |evel analysis of
activity by country, category, manufacturer, value, volune or tine
period to identify significant shifts, unusual patterns, or anonali es.
The goal of this approach is not just to identify significant changes,
but also to determ ne the rel evance of those changes in relation to
the total trade within a country and the relationship to or inpact on
gl obal activity or trading patterns.
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C. HONG KONG AND MACAU I NI TI ATI VES

In response to the continued allegations fromthe donestic industry,
the inmporting cormmunity and ot her governnent agencies that nuch of the
textile and wearing apparel exported fromHong Kong is illegally
transshi pped, U. S. Custons hosted a textile transshi pnment conference
in Washington, D.C., in April 1996. As a result of this conference, a
series of actions was inplenented which were ained at reducing the
risk of illegal textile transshipment fromthe Peoples Republic of

Chi na through Hong Kong and Macau. These are described in detai

under the Hong Kong Initiative and Macau Initiatives sections of this
report. Wiile these actions began late in 1996, the greatest inpact
was achi eved in 1997.

HONG KONG | NI TI ATI VE

On June 17, 1996, because of the inability to verify the origin of the
textiles, U S. Custons established single entry bond requirenents and
addi ti onal docunentation requirenents (an original signature from Hong
Kong manufacturers on textile declaration and certification by

i nporter declaring the accuracy of the textile declaration) on 10
textile categories (351 - nightwear, 352/652 - underwear, 336/636 -
dresses, 342/442/642 - skirts, and 443/643 - suits).

On June 24, 1996, CITA authorized Custons, consistent with 19 CFR
12.130(g) to deny entry of textile and textile products when the
country declared to be the country of origin does not permt Custons
to conduct an on-site verification of production of textiles and
textil e products.

On July 2-3, 1996, a neeting was held in Washington, D.C. with the
U.S. Custons Deputy Comm ssioner and both Custons and Trade Depart nent
officials from Hong Kong to discuss the problem |In arguing agai nst
the additional entry requirenents, the officials from Hong Kong

expl ained their systens for conbating illegal transshipnent, including
a newy established programcalled the Production Notification System
(PNS), and reiterated their determnation to intensify their efforts.
The PNS programis designed to require manufacturers to notify the
Hong Kong Trade Departnment of the conmmencenent of garnent production
to enable real tine verification of production. Anytine during this
manuf acturi ng process, the factory may be visited by Hong Kong Custons
and Excise to verify production. Hong Kong Custons and Excise, under
t he Consi gnnent and Factory I nspection System (CFl), conducts

i nspections on factory basis, and if necessary, puts factories where

i ndi cations of transshipment are uncovered under the Factory Audit
Check (FAC). Under the FAC, factory operations are reviewed over an
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extended period of tine to ensure that transshi pnent has not invol ved
ot her previous exports.

The issue of U S. Custons verification teamvisits was a major topic
of discussion and debate. (Hong Kong Custons and Excise has refused to
agree to any typical production verification teamvisits [one which
has access to the corporate books and records] to Hong Kong factories
to verify production.) On August 15, 1996, after a nunber of informa
nmeetings, the U S. Custons Comm ssioner accepted the Hong Kong Custons
Comm ssioner’s invitation to allow U.S. Custons officers to act as
observers in the foreign manufacturing facilities to evaluate the

ef fecti veness of the new PNS, CFl and FAC Systens.

I n, Hong Kong Custons and Excise conducted 2,248 factory visits under
the CFl. One hundred and seventy-nine (179) illegal transshipnent
cases involving goods destined for the U S. market were established
for these visits and these cases are now being investigated and
processed t hrough the Hong Kong Court of Law.?®

In 1997, the nanes of 28 factories which were convicted of

transshi pment to the United States were published by the U S. Custons
Service. (Qbviously, the nunber will grow as the factories found to be
illegally transshi pping continue to be processed through the Hong Kong
Court system

The Textile C earinghouse has anal yzed the activity of these 28
manuf acturers. Based on that analysis, our actions have led to the
follow ng results:

> There has been no activity for 23 of the 28 nmanufacturers
since the convicted factory list was published. The total
val ue of shipnents of all published manufacturers decreased
by 79 percent or $5.2 mllion when conparing August through
Novenber 1997, to the sane tinefranme during 1996

> The activity of the |argest manufacturer, whose activity
accounted for over 24 percent of the list’s value, decreased
by 91 percent or $3.7 mllion in 1997. There have been no
inmports fromthis manufacturer since the |list was published.

> The activity of the second | argest manufacturer decreased 63
percent or $2.3 million in 1997. There has been no inport
activity fromthis manufacturer since the list was

*These statistics were provided by the Hong Kong Government.
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publ i shed.

As a result of these convictions, Custons detai ned nore than $100
mllion worth of goods fromentering the United States to nore closely
scrutinize production docunents. The inporters have continued to
transact business with the convicted factories and there is an alert
at our ports of entry to require a greater |evel of proof regarding
the country of origin.

Throughout 1997, U.S. Custons representatives have nai ntained a cl ose
and cooperative working relationship with their counterparts in Hong
Kong Custons and Excise and with the Hong Kong Trade Departnent.

Anal ysts from both countries are working on joint analytical projects
in order to detect, nore quickly, instances of illegal textile
transshi pnent.

MACAU | NI TI ATI VE

Because of continued allegations of illegal textile transshipnent

i nvol vi ng Macau, on June 5, 1996, U. S. Custonms instituted single entry
bond requirenents and additional information requirenments on wearing
apparel shipnments for targeted categories from Macau. |If the textile
decl aration was not conpleted or signed by the manufacturer,
subcontractor, and any party involved in the manufacture of the goods
and certified by the inporter, the goods were to be denied entry.

Macau agreed to allow a TPVT to view factory operations. U S. Custons
officers visited factories for 120 days, from July-Cctober 1996 and
certified the manufacture of each shipnent, in the targeted
categories, before export to the United States. As a result of
confirmng that there was not a great deal of transshipnment of the
targeted categories during the 120-day period, the single entry bond
requi renment was renoved on the targeted goods bei ng exported from
Macau. The U.S. Custons Service is continuing to nonitor exports from
Macau to evaluate conformty with the bilateral agreenent.

U S Custons is working with the Macau Econom c Services (MES), to
continue a programof TPVT visits as well as establishing a program of
self-policing. The governnment of Macau has agreed to quarterly
meetings with the Senior Custons Representative in Hong Kong on the
issue of illegal transshipnment. 1In addition, they have agreed to
suspend the issuance of country of origin certificates to those
factories which are found to be transshipping. On their own
initiative, in 1997, Macau made 71 visits to 36 factories in the
targeted categories. Two of these factories have been closed. An
additional 26 factories were visited for Category 239 infants’ and
baby wear. Three of these factories closed and the issuance of the
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certificate of origin was suspended for four other factories.
D. PARTNERSH P W TH | NDUSTRY

In 1997, U.S. Custons established a partnership with the major textile
inporters and trade associations to maximze conpliance with inporting
requirenents regarding the origin of textile and textile products and
to support the bilateral textile agreenment quota requirenments. The
part nership approach has provided the trade with the opportunity and
ability to continue to work with Custons in order to make significant
conpliance i nprovenent, wth regard to the origin of textiles and
textil e products.

Both the trade and the Custons Service are focused on solving the root
causes of nonconpliance. The partnership approach has made the
inmporting community realize that they have a significant role to play
inthis process. This has elevated Custons matters to the attention
of senior managenent in the inporting conpanies and has resulted in
resources being allocated to i nprove the conpani es’ conpliance
processes. It is the first tinme that industry has recogni zed and
responded to the seriousness of the issue of the illegal transshipnent
of textile and textile products.

| ndustry, in partnership with the Custons Service, prepared a guide
for inmporters of textile and textile products, which consisted of the
“best practices” conpanies should use in order to avoid dealing in
illegal transshipped textiles. |Industry has made this guide avail able
to its constituency at a nomnal cost in order to encourage conpani es
to either: (1) reevaluate their internal controls to be sure the
controls they have and the steps they have instituted ensure that
their merchandise is inported fromthe correct country of origin, or
(2) institute strong controls where current controls are either weak
or nonexi stent.

Usi ng the product of this “best practices” effort, three |eading
inporters of textile and textile products have nmade maj or changes to
their internal controls and devel oped conpliance systens.

E. I NTERNAL CONTRCL ASSESSMENTS

Under Section 484(a) of the Tariff Act of 1930 (19 U S.C. 1484 [a]),
as anmended by the Custons Mderni zation Act, the inporter has the

| egal obligation to exercise reasonable care when filing with Custons
such information as is necessary to enable Custons to determ ne

whet her to rel ease nerchandi se. The obligation to use reasonable care
al so extends to the inporter’s declarations as to val ue,
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classification and rate of duty of inported nerchandi se and when
filing any other information necessary to enable Custons to assess
duties properly, and collect accurate statistics. The inporter is
responsi ble for properly describing the inported nerchandi se, using
proper quota categories, showing the correct country of origin,
accounting for the proper quantities and declaring the proper val ues.

The Internal Control Programfor the prevention of transshipnment was
established by the Custons Regulatory Audit D vision and began with
the need to hold the inporters responsible for exercising reasonable
care as required by the Mddernization Act. Custons believes that an
assessnment of inporters’ internal control systens to ensure the
correct origin of their merchandi se conplenents the results of textile
production verification teamreviews of the foreign manufacturers’
records at the foreign factory | ocations.

Teans of inport specialists and auditors were formed to conduct these
reviews. A specific, detailed audit program was devel oped and

i ncl uded a questionnaire which was sent to the first group of 17
inporters selected to be reviewed. The audit program consists of the
foll ow ng steps:

> | nport specialist selection of various entries from Hong
Kong and Macau were based on the specific targeted
cat egori es.

> | mporters are advised that they have been selected for an
internal control review for the prevention of
transshi pnents. A date for the reviewis established and
the inmporter is infornmed that a two-page questionnaire wll
be mail ed and that their responses to that questionnaire
wi |l be discussed on the review date.

> The foll owm ng docunents are reviewed and verified at the
inporter’s prem ses agai nst specific inport transactions:
purchase orders, contracts, comercial invoices, factory
i nspection reports, ratings fromthe factories, profiles of
factories (including capacity and equi pnment), and paynents
for the nerchandise and its rel ated quota paynents.

> Once the review is conpl eted, weaknesses found during the
review are discussed with the inporter and include
recommendations to i nprove and strengthen their internal
controls.

An initial group of 17 inporters was selected for review under this
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program based on the volume of their inports in the target categories
from Hong Kong and Macau. The results of these initial 17 internal
control assessnents are as foll ows:

> Seven of the 17 conpani es had adequate internal controls and
wer e not using known transshi ppers.

> Five of the 17 conpani es had adequate internal controls but
were found to be using known transshi ppers.

> One conpany was found to have i nadequate internal controls,
even though there was no evidence of transactions with known
t ransshi ppers.

> Two conpani es were found to have weak internal controls and
a history of being involved in transshi pment.

> Two of the initial 17 reviews are still in process.
Addi tional internal control reviews of conpani es whose inports are

primarily from Hong Kong and Macau were conducted. The results are as
fol |l ows:

> Ei ght inporters were found to have adequate internal contro
syst ens.
> One inporter was found to have internal controls, but was

conducting business with a supplier who subcontracted to a
known transshi pper.

> Two inporters were informed that their internal controls
needed additional revisions.

> Nine reviews are still ongoing.
Custonms is continuing to work with conpanies to ensure conpliance
i nprovenent plans are devel oped and i nplenented to address weaknesses
identified during these internal control reviews.
F.  PRODUCTI ON VERI FI CATI ON TEAM VI SI TS

In 1997 TPVT' s visited 11 countries and one insul ar possession:

Bel i ze Canada Quat ennl a
| ndi a Janai ca Kor ea
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Mauritius Nepal Nort hern Mari anas | sl ands (Sai pan)
Pal au Panama Por t uga

TPVT nmenbers al so participated in the Hong Kong initiative as
observers during visits to 249 Hong Kong factories. (Note Section V,
part C, HONG KONG I NI TI ATI VE, for nore detailed information.)

Significant results in 1997 of U S. Custons Service TPVT visits to 324
factories and subcontractors included identifying $52.6 million in
goods transshi pped through Canada, El Sal vador (visited in Decenber
1996), CGuatenala, Honduras (visited in Decenber 1996), Janmica, Jordan
(further devel oped during Hong Kong observer visits frominformation
fromJordan TPVT visit), Korea, Mauritius, and Panama

In sonme instances, information obtained fromTPVT' s results in the

sei zure of transshi pped nerchandi se as well as the initiation of
investigations. |In other instances, TPVT' s obtained information which
assisted textile negotiations by other agencies to establish quota
[imtations, thus protecting U S. industry while permtting industrial
devel opnent in devel opi ng countries. For exanple, Korea sought

addi tional quota as conpensation for the 1996 U. S. change in textile
rules of origin. TPVT visits to 59 factories and subcontractors in
Korea verified that there were significant discrepancies between the
anount of fabric shipped as Korean origin and the anmount of fabric the
factories actually produced. Korea did not receive any quota
conpensati on.

Sonetines informati on obtained by a TPVT addresses concerns of
donmestic industry. For exanple, donmestic industry experts believed
that there was no production of shop towels in Nepal. A TPVT visited
sout hern Nepal to verify production and provided information on al
producers and exporters which was used to negotiate quotas at the
correct |level for Nepal.

In other instances, TPVT's resulted in significant decreases in
textile inmports fromcountries found by the TPVI's to be major
transshi pnment sites. For exanple, TPVI's determ ned that there were
firmse with no manufacturing capability which were claimng Col on Free
Trade Zone origin for their exported goods. These firnms were sinply
rel abeling the goods. Since those visits, very few textile exporters
have been cl ai m ng Panama, Col on Free Trade Zone ori gin.

The TPVT' s have established a cooperative relationship with foreign
governnments to identify transshi pped goods and have provi ded
information to U.S. authorities. Conversely, the TPVT' s sonetines
provide information to foreign governnments which permt themto
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initiate investigations and obtain convictions. TPVIT' s have al so
provi ded | eads and information which the U S. uses to initiate foreign
i nvesti gations.

G PORT OF ENTRY ACTIMTY

Policy and regulations relating to the national initiative to prevent
transshi pnent are Headquarters responsibility. However, the entries
must be stopped at the ports of entry in order to prevent

i nadm ssi ble, or potentially inadm ssible, textiles and textile
products fromentering the country after being transshipped. To
determ ne whether the ports are actively responding to the initiative,
the port directors responded to surveys to determ ne the val ue of

sei zures, detentions, and exclusions related to the anti-transshi pnent
initiative at their ports for cal endar year 1997. The results follow

VALUE

Textile Articles Seized Due to Transshi pnent: $ 8,474,528
Textile Articles Detained - Suspected Transshi pnent: $ 59, 151, 303
Textile Articles Excluded From Entry: $ 20, 206, 615
Textile Articles Reexported: $ 892, 881
Textile Articles Abandoned by | nporter: $ 8, 312
Textile Articles Subject to O her Enforcenent Action: $ 20, 975, 140
Tot al : $109, 570, 828

H  OFFI CE OF | NVESTI GATI ONS

During cal endar year 1997, the Ofice of Investigations (O) has
conducted textile-related investigations which have resulted in the
foll ow ng enforcenent actions: 29 Arrests, 25 Indictnents, 32

Convi ctions and 35 Penalties.

The follow ng case sunmaries relate to sone of the significant textile
enf orcenment actions conducted by the Ofice of Investigations during
cal endar year 1997:

> Indictnents in Custons fraud case: In January 1997, three
subjects were each indicted in the Southern District of
Florida on eight counts each of Entry of Goods by Means of
Fal se Statenents and one count each of Conspiracy, Snuggling
and Aiding and Abetting. It is alleged that the subjects
conspired to transship illegally Chinese T-shirts, val ued at
approximately $8 mllion, through a subsidiary conmpany in
Venezuela and into the United States. The T-shirts were
| abel ed as products of Venezuel a, thereby evadi ng applicable
guot a/ vi sa requi renents.
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Penalty issued in Custons fraud case: In March 1997, the
Port Director in New York issued a penalty to a conpany in

t he amount of $719, 390.88. This penalty was issued pursuant
to an investigation which substantiated that the conpany

m sdescri bed and m scl assified shipnments of backpacks and
guota/visa restrictions. The resulting | oss of revenue was
$88, 000.

Collection in Custons fraud case: On May 30, 1997, a conpany
submitted a tender in the anpbunt of $265,886.60 to the
Newar k, New Jersey Port Director. This tender represented
the final paynment nmade to satisfy duties owed Custons, which
resulted fromthe inporter’s fraudul ent underval uati on of
guot a-sensitive wearing apparel from China. |Investigation
established that the conpany illegally transshi pped,
underval ued and falsely classified 40 shipnments of textile
products inported into the U S. The total duty and interest
collected as a result of this investigation is in excess of
$1.5 million.

Seizure in Custons fraud case: In June 1997, agents executed
a federal search warrant at a business prem se. Seized
pursuant to the warrant were 1,608 Chi nese manufactured fur,
| eat her and cashnere coats, valued at approximately $2
mllion. The investigation disclosed that the conpany
removed Chinese country of origin markings from shi pnments of
inported textile coats, attenpting to circunmvent quotal/visa
restrictions.

Conviction in Custons fraud case: In July 1997, a subject
entered a guilty plea to a two-count indictnent charging the
smuggl ing of two shipnents of Chinese manufactured textile
products through the Foreign Trade Zone in Los Angel es,
California. The investigation disclosed that the subject (a
Mexi can National), and others, conspired to snuggle and
mani pul ate nunerous inported shi pnments of Chinese

manuf actured textile itens and weari ng apparel through the
Foreign Trade Zone. It is estimated that the subject caused
a loss of revenue to the United States of at |east $900, 000.

Execution of search warrant and seizures in Custons fraud
case: I n August 1997, agents executed a search federal
warrant on a conpany |located within the Mam Foreign Trade
Zone. Seized pursuant to the warrant were two 40-foot and
one 20-foot shipping containers of fabric inported fromthe
Far East. It is alleged that the subject conpany was
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involved in a |large scale schene to avoid visa/quota
restrictions and Custons duties on Korean and Tai wanese
manuf actured fabric. The fabric was purported to be
exported out of the United States, when in fact it was
substituted with donestic fabric and diverted to co-
conspirator conpanies |ocated in the New York City area.

In addition, the Ofice of Investigations works in partnership with
the Wrld Custons Organization (WCO . The role of the Ofice of

| nvestigations is to ensure that U S. enforcenent initiatives were

i ntroduced and advanced. O has introduced a nultitude of enforcenent
initiatives including textile transshipnment and novenent of

mer chandise in transit. Acconplishnments include:

> Prepared witten docunents on detecting and investigating
transshi pnment and transit frauds.

> Directed the work of representatives from other Custons
Adm ni strations and together inplenented chapters for
inclusion in the WCO s wor ki ng textbook on conbating
commerci al fraud.

> | mpl enment ed proposal s that nmenber nations work together to
establish nultinational program exercises for the purpose of
conbating textile transshi pnent and transit fraud.

> Directed and participated in several transshi pnent fraud
control technical assistance m ssions to such nenbers as
Jamai ca.

> Directed and participated in several transshi pnent fraud

control technical assistance m ssions in Jamai ca.
| . LI NKS W TH | NTELLI GENCE COVMUNI Tl ES

An extensive outreach is ongoing with the Intelligence Community to
raise the | evel of support on Custons trade priorities. Information

i s being devel oped fromopen and cl assified sources to identify

Chi nese manufacturers, the countries and conpani es used for

transshi pnent and a description of the wearing apparel that is evading
guota. The intelligence has proven to be tinely and acti onabl e.
Part ner shi ps have al so been established with other Custons Services
confronted wwth the challenge of illegal transshipnment. There has
been a full exchange of information with HM Custons and Exci se,
Revenue Canada, Australia Custons and the Fraud D vision of the

Eur opean Union. Targets, risk assessnments and production verification
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reports are routinely shared in order to identify shifts and
di spl acenent of transshi pnent activity.

J. 592A LI ST OF FOREI GN ENTI TI ES

Section 333 of the Uruguay Round Agreenents Act added section 592a to
the Tariff Act of 1930 (19 U S.C. 1592a) to authorize the Secretary of
the Treasury to publish in the Federal Reqgister biannually a list of
nanmes identifying any producers, manufacturers, suppliers, sellers,
exporters or other persons |ocated outside the Custons territory of
the United States that have been issued a penalty under Section 592 of
the Tariff Act. The violations of Custons |aw that would lead to
publication in the Federal Register are enunerated in the notice which
is published twice a year (i.e., not later than March 31 and Septenber
30 each year).

The Federal Register notice contains the list of foreign entities

whi ch have been assessed a penalty under 19 U . S.C. 1592. A list of
additional foreign entities, which are alleged to have had viol ations
and for which Custons is soliciting correct and current information,
is published at the sane tinme each year

The Textile C earinghouse has anal yzed the activity of the foreign
entities whose nanes are published and based on that analysis it
appears that publication is having a positive inpact. For the foreign
entities having been assessed a 19 U S. C. 1592 penalty the results are
as follows:

> There has been no inport activity for 6 of the 13
manuf act urers whose nanes have appeared on the |list since
its first publication in Septenber 1995. These nunbers do
not include the eight Chinese entities identified with
counterfeit visa activity.

> The activity of the remaining seven manufacturers represents
an overall increase of 13 percent or $3.5 mllion when
conparing 1995 to 1996. Wen conparing 1996 to 1997 the
trend reversed with a decrease of 49 percent or $14 mllion.

> Decreases over the 2 year period ran froma | ow of $129, 000
to a high of $9 mllion for one manufacturer, whose activity
has accounted for an average of 80 percent of the list’'s
val ue.

> There were two manufacturers who experienced increases in
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the 2 year period. However, the increases, which were
$83, 000 and $408, 000, were nmi ni mal when conpared to the
$10.9 mllion total decrease for that sanme period.

For the entities for which current and correct information is being
solicited by Custons the results are:

> O the 51 manufacturers appearing on the list, 40 have shown
no activity since 1995.

> The remai ning 11 manuf acturers have seen an overall decrease
of 32 percent or $58.7 nmillion when conparing 1995 with
1996. \When conparing 1995 with 1997 there is an even | arger
decrease of 43 percent or $78.8 mllion.

> The activity of one of the entities published, which
represented 80 percent or $145.8 million of the total value
for all entities published in 1995, has decreased 50 percent
to $72.7 mllion in 1997.

> The activity of five entities increased from 1996 to 1997.
The amount of the increases ranged from $2,324 to $2
mllion. However, the overall activity for all entities
publ i shed during this same period decreased by over $20
mllion.

K. BOND SUFFI Cl ENCY

Effective July 1, 1997, the bond sufficiency requirenments were changed
after a review of textile and textile product inports. Custons
reviewed the bond sufficiency of approxinmately 12,000 i nporters of
cotton, wool and man-nmade fiber textile and textile products subject
to textile restraints, who inported textiles and textile products

val ued at over $100,000. Based on this review, a m ni num bond

requi renent was established for all conpanies inporting textile and
textile products to 2 percent of the value of their world-w de
inportations of textile and textile products for the previous year, or
their current bond, whichever is higher. The bond coverage will not
exceed $30 million or fall below $50 thousand for an annual peri od.
The annual period is based on activity from January-Decenber in the
previ ous cal endar year. The requirenent will be reviewed every Apri
to ensure the appropriate |evel of risk coverage.

| f a conpany has been found to be a high risk for transshipnent, port
directors have the discretion to increase the required bond coverage
inincrenments from1l to 3 percent, to be added to the current 2
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percent of the value of the conpany’s annual inportations of textile
and textile products. In instances of repeated violations and
nonconpliance, U. S. Custons nmay require single entry bonds for al
entries of all textile and textile products until satisfactory
conpliance is reached.

L. ELECTRONI C VI SA | NFORVATI ON SYSTEM

As of Decenmber 31, 1997, nine countries are participating in the

El ectronic Visa Information System (ELVIS). They are China,

| ndonesi a, Mal aysia, the Philippines, Singapore, South Korea,

Si ngapore, Taiwan and Thailand. Textile visas issued by the foreign
governnments are transmtted electronically to the United States using
the ELVI S program and are verified by U S. Custons ports of entry
before the textiles or textile products covered by the visa are
released into the comrerce. Suspect counterfeit visas identified

t hrough ELVIS are manual ly verified through the foreign governnent,
and if confirnmed as false (rather than a clerical or input error), the
goods are not permtted into the comerce of the United States.

ELVI S has been extrenely effective in reducing counterfeit visas:

> Chi na decreased froma high of over 5,300 to six counterfeit
visas in 1997 (nmerchandi se on all six visas was prevented
fromentering the comerce).

> In 1996 when ELVIS was shut down for a short tine, 54
counterfeit visas were fraudulently used by one shipper to
enter wearing apparel into the United States.

> Al though U S. Custons identified 165 Ml aysi an counterfeit
visas in 1996, that nunber was reduced to 15 in 1997 and the
goods were not permtted into the commerce because the
fraudul ent docunents had been identified by ELVIS prior to
rel ease of the goods.

> | ndonesi a, which recently began using ELVIS, had seven
counterfeit visas identified and the goods did not enter the
commer ce.

> Thai l and, recently began to participate in ELVIS.

Therefore, its duplicate visa problemwhich was $18.5
mllion at one tine should be reduced to zero.

M TRANSSH PMENT TRAI NI NG
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In an effort to conbat illegal textile transshipnent the United States
Custons Service has provided training to the follow ng countries in
1997:

Bangl adesh Guat emal a | ndonesi a
Mauritius Nepal Phi | i ppi nes
Si ngapor e Tai wan Thai | and

The training is given to foreign Custons officers, CGovernnent
officials involved in the issuance of visas, and/or free trade zone
operators. During the training, U S. Custons officers discuss the
different types of transshipnent, the reasons for transshipnent,

met hodol ogi es used by transshi ppers, how to di scover transshipnent,
what to do when transshipnment is discovered and docunenti ng

transshi pnment. The training officers also provide the nanes,

t el ephone nunbers and fax nunbers of several people in the U S Custons
Service to contact regarding transshipnment. During 1997, nenbers of
the TPVT' s have al so provided in-depth training to 13 U S. ports of
entry.



